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"A Little Learning—"
By L . C . MATTHEWS, Manager, Atlanta Office

T

H E time honored maxim with respect
to copious imbibition from the Pierian Spring, when applied to a knowledge
of corporate management, is perhaps more
observed in the breach than in the performance.
We firmly believe that the elements of
corporate procedure and management
should form a basis of the so called "business course" now included in the curriculum of our public schools.
M a n y students pass directly from the
public schools into business without even
a working knowledge of a corporation.
The attendant results are often disastrous.
Almost any experienced accountant in public practice is able to catch the thread and
follow the machinations of a crook, but the
ignoramus is the fellow that keeps us
guessing.
A n accountant engaged on an audit of
the accounts of a large jobbing corporation was once asked by the vice-president

and treasurer of the company, "What are
the rights of a partner in a corporation?"
When the official was told that there were
no partners in a corporation; that he was
a shareholder by virtue of the amount of
capital contributed; that he was a director
by the votes of the stockholders; that he
was an officer of the company elected by
the directors; that all of his rights, as well
as his duties, were defined in the charter
and by-laws of the company; he very
frankly admitted that he had never read
either of them. About a year after this
incident, the company was adjudged bankrupt and the aforesaid official did not survive the disaster.
Two young men, in a neighboring state,
with abundant capital, supplied by indulgent fathers, secured the agency for a
popular motor car and started on a business career. The employment of several
different bookkeepers, all of whom were
more or less deficient in the knowledge of
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practical accounting, together with the
passage of the income tax law, caused
them to employ the services of a public
accountant to determine "where they were
at." The accountant seeing in letters of
gold on their office window "John Doe &
Richard Roe, Inc.," and the same title
on their business stationery, very properly
asked to see their charter, by-laws and
book of minutes. They produced a document from their safe which upon examination proved to be an application for a
charter prepared by an attorney (for
which they had paid fifty dollars), but
which had never been signed by themselves or granted by the court. Of course
no by-laws or book of minutes existed.
Their expressed reason for the title in use
was to enable them "to sue and be sued."
They continued, as a partnership, in a
highly profitable business. There is indeed
a divine Providence that looks after some
of them regardless of what they know.
A country engagement presents a phase
where a young man, with no business education or experience whatever, backed by
the ever indulgent rich parent, "bought
out" a small, seemingly prosperous, manufacturing concern which was supposed to
be incorporated. A n audit of the accounts
was not required on the occasion of the
purchase, not even a trial balance was
made, nor could have been made since
practically no books were kept. Someone
connected with the business, however, had
prepared and filed an income tax return,
full of inconsistencies and errors, as a result of which the federal government has
presented a claim for additional taxes
which, if correct, will result in bankruptcy
for the "company." It may be possible
to save the concern if any records are
obtainable with respect to its operations.
A large manufacturing concern that we
know of failed to renew its charter and
operated for nearly a year as a de facto
corporation, simply because those respon-
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sible did not know that a renewal was
necessary, or forgot to give the matter
attention.
A public service corporation increased
its capital stock in a large amount by a
resolution of its board of directors, but
without a proper amendment to its charter
and without authority of the public service commission of its state.
A partnership of four members, doing a
business of a million dollars per year, resolved itself into a close corporation.
Each of the former partners is an officer
of the corporation and it is still their
practice to have the bookkeeper handle,
on the corporation's books, all of their
private and household accounts, even
to the smallest of items. They would not
accept any system of accounts designed
to preclude such practice, but insisted on a
column in the cash book provided specially
for such items. These personal accounts
serve as vehicles in which a designing bookkeeper may carry concealed many items
properly belonging to the company's operations. Each account is like unto a vermiform appendix, which will sooner or later
require an operation at the hands of a
public accountant.
The declaration of dividends resulting
in the impairment of capital stock is not
infrequent and is often the result of ignorance rather than design. It is hard for a
layman to understand why he can put his
money into a concern and be unable to
draw it out.
There is one corporate phase, however,
that is never forgotten—the limit of the
stockholder's liability to the amount of
his paid up stock. This is an anchor to
windward which never drags—a right
present help in time of trouble.
The foregoing examples will serve to
illustrate some of the results of a lack of
rudimentary knowledge existing throughout the country as revealed in our practice.
Of course there are many large corpora-
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tions with high salaried legal departments
which do not commit such blunders. The
woods are full of them, however, who pay

& SELLS

June

little attention to corporate matters and
it is up to the public accountant to bring
their ignorance and carelessness to light.

